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Abstract 
Shariah is an Islamic law derived from the divine revelation and practice of the prophet; namely, al-
Quran and al-Hadith. Shariah prohibits elements such as usury (riba), gambling (maysir) and uncertainty 
(gharar). These elements are present in many conventional financial activities. For a Muslim, this means 
getting involved indirectly in prohibited practices, which is considered as grave sin. To tackle this 
problem, Shariah scholars have set some acceptable boundaries for companies to do their business 
activities and outline steps to purify the sinful earnings.  However, it is not an easy task to do. This paper 
will discuss the criteria, processes as well as the tediousness involved in the screening for Shariah
compliant and proposed the possible solution to be undertaken to assist in the Shariah screening process. 
© 2011 Published by Elsevier Ltd. Selection and peer-review under responsibility of Centre for Islamic 
Thought and Understanding (CITU), Universiti Teknologi MARA, Malaysia 
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1. Introduction 
Screening process is design to identify the elements that violate the rules and guidelines of Shariah
law, which rooted from al-Quran, and the teaching of Prophet Muhammad. Shariah law prohibits 
elements such as usury (riba or interest), gambling (maysir) and uncertainty (gharar). These elements are
present in many conventional financial activities. For a Muslim, this means getting involved indirectly in 
prohibited practices, which is considered as grave sin. 
Alhabshi (2008) said that the stocks have to be either Shariah compliant or non-compliant. However, 
the present situation does allow prohibited elements in the screening process. Khatkhatay and Nisar 
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(2007) support Alhabshi’s opinion by saying that "fully Shariah-compliant equities are extremely rare". 
The reason for this is that, most of the countries do have conventional finance institution; therefore, 
exposed to riba-related activities when dealing with these institution. As mentioned by Obaidullah 
(2009), "there must be no interest income by intention", so the companies must be responsible to ensure 
they are not involved in non-permissible element. Donia and Marzban (2008b) also stated that “it is 
almost impossible to find companies which are not dealing with conventional banks and either earn or 
pay interest.”  
To overcome this problem, Shariah scholars have agreed on certain acceptable level to which 
companies can involve in such practices and outline the steps to purify the sinful earnings.  However, it is 
not an easy task to do. Screening for Shariah compliant is a tedious process (Popotte, 2010; Sefiani, 2009; 
Donia and Marzban, 2008a; Siddiqi, 2006; Islamic Finance Asia, 2008) and far from easy (Sengupta, 
2012).  This paper will discuss the criteria, processes as well as the tediousness involved in the screening 
for Shariah compliant and proposed the possible solution to be undertaken to assist in the Shariah 
screening process.  
 This paper is structured as follows: Section 2 will discuss some background on Shariah screening. 
Section 3 deals with the role of Shariah scholars.  Screening criteria details is provided in Section 4. The 
screening process is discussed further in Section 5. Section 6 will outline the proposed business screening 
state model and finally some general conclusions and recommendations are drawn in the last section. 
2.  Shariah Screening Background 
Together with the establishment of Islamic banking, Shariah-based products have been introduced. 
Some says that it is merely a replication of a conventional product. However, this is far from true. The 
people involved in the banking sector have done a thorough research before they come out with such 
product that may look like the conventional one. The main thing is that, it is Shariah-compliant. Islamic 
banking and finance have shown a good sign of progress with variety of Shariah-compliant product and 
services to the prospective customers and client. 
The product offered by Islamic financial institution will go through several steps of screening before it 
can be certified as Shariah-compliant by its Shariah advisory board.  This committee will ensure that the 
product offered is within the Shariah boundaries. Established products like murabaha, musyaraka and 
ijarah has gained its own audience for the past years. The banking sector is competing with each other to 
offer variety of product. The modern business world requires more extensive product with the new comer 
such as e-commerce, online banking and the like.  
Shariah screening is conducted to eliminate stocks believed to be unacceptable for investments, which 
involve in prohibited element including liquor, gambling and riba. In its early days of Islamic finance, the 
screening process was not practiced mainly because the investment activities were either fully compliant 
or there were no issues of Shariah compliant since it only involves Muslims. However, now we have joint 
ventures or partnership (shirkah) in the Islamic commercial space that took place between Muslim 
partners and their non-Muslim partners in various business activities. Before they can proceed with such 
joint ventures, the Muslim partners need to ensure that the conduct or partnerships are compatible to 
Shariah principles (Bakar, 2010).   
The rise of awareness among Muslim investors on favorable circumstances in foreign stock markets 
has been the major concern of the development of the screening methodology. High involvement with 
interest-based conventional banking has moved away Muslim investors from the stock market. A few 
scholars seeing this as a big loss to the Muslims since the stock market promise a good income. 
Therefore, in 1987, Muslim scholars have gathered and came up with criteria that allow Muslim to gain 
halal income through stock investment in the stock market. Muhammad Taqi Usmani of Pakistan headed 
the team with Prof. Saleh Tug of Turkey and Sheikh Mohammad Al-Tayyeb Al-Najar of Egypt. They 
have presented the Shariah screening criteria on how the Muslim investors can involve in buying shares 
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of the companies that fulfill the criteria (Mian, 2008). 
3. Roles of Shariah Scholars 
Seeking guidance from the scholars has been exercised for so long in many fields, not only on 
religious practice but also on everyday life affairs. This practice said to be started when people seeking 
advice from local mosque leaders and evolved since then. The informal consultation has led to the 
development of a methodology approved by religious scholars and it has been widely used around the 
globe. In relation with economic transactions, guidance from Shariah scholars is very crucial when 
seeking for permissibility of economic activities such as investment or business partnership (Mian, 2008). 
Laldin (2008) defined Shariah advisor as “jurists specializing in fiqh muamalah and Islamic finance, 
entrusted with the duty of directing, reviewing and supervising the activities related to Islamic finance, in 
order to ensure the they are in compliance with Shariah rules and principles”. Shariah advisor must have 
specialization in the field of fiqh muamalah and also had working knowledge of modern financial markets 
and practices. A group of Shariah scholar performed the Shariah supervisory board, which act to ensure 
that an Islamic financial product is halal. 
The part played by Shariah scholar is very important. For example, there were cases which did not 
exist during the prophet time and need further clarification, their opinion is the most crucial to derive and 
conclude from the secondary sources such as Ijma’ and Qiyas with the purpose to bring maslahah 
(goodness) to the society. Online buying is one good instance of such cases. The virtual transaction is 
permissible by looking at the rule for contract and is discussed in Rahman (2009). 
Initially, Shariah scholar opinion is more towards a service to community for public maslahah and 
free, unlike its conventional legal expert, which impose certain amount of fee. But then, it expands further 
as the demand for such Islamic finance product getting more attention from the potential customer and 
client. Due to that, one has to be very careful when screening for Shariah compliance. That is why, 
Shariah advisor or Shariah expert or also known as Shariah scholar, which is the person in-charge in the 
screening process must have proper qualification before can be certified as a Shariah advisor. As De 
Lorenzo (n. d) explains, Shariah supervision may be justified as a religious audit, however it is far more 
versatile. Apparently, Shariah supervision is meant to ensure the product and services offered is 
acceptable from Islamic legal perspective, hence, lawful to the Muslim consumers and clients. 
4. The Screening Process 
Shariah screening is conducted to eliminate any involvement with sinful elements. It requires analytical 
judgment, thorough research, a well-elaborated process and time (Popotte, 2010). The screening of stock 
could be either positive or negative (Obaidullah, 2009; Sefiani, 2009). Positive screening refers to the 
investment in companies that involve with providing basic necessities to the society. On the other hand, 
negative screening will screen the companies that have high concentration on unethical activities such 
animal exploitation and bad relationship with employees.  
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Figure 1. Screening Process 
The screening is usually being ensured using two main focuses: business activities and financial ratios. 
The business screen (or sometimes known as qualitative screen or sectoral screen) is being conducted to 
investigate the nature of the core business. Mean while, the financial ratios or quantitative screen is being 
carried out to check the revenue of the company whether they are free from prohibited income or they are 
involved with it but under the acceptable ratio that has been permitted by the Shariah scholar. For the 
purpose of this research, screening criteria used by Shariah Advisory Council (SAC) of Securities 
Commission (SC) Malaysia and Dow Jones Islamic Market Indexes (DJIM) will be studied. Both SC and 
DJIM screening criteria are available from List of Shariah Compliant Securities and Guide to the Dow 
Jones Islamic Market Indexes released by SC and DJIM, respectively.  
Table 1 Screening criteria for SC and DJIM 
Screen SC  DJIM 
Business 
Activities 
 The following criteria is prohibited under 
SC: 
  
x Financial services based on riba 
x Gambling and gaming 
x Manufacture or sale of non-halal 
products or related products 
x Conventional insurances 
x Non-permissible entertainment 
activities according to Shariah 
x Manufacture or sale of tobacco-based 
products or related products 
x Stock broking or share trading in 
Shariah non-compliant securities 
x Other activities deemed non-
permissible according to Shariah 
 The following criteria is 
prohibited under DJIM 
x Alcohol 
x Tobacco 
x Pork-related products 
x Conventional financial 
services 
x Weapon and defense 
x Entertainment 
 
 
 
Table 1 Screening criteria for SC and DJIM (continued) 
 
 
 
 
 
Screening Activities 
Financial Screen 
Business Screen 
Shariah Compliant 
Status 
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Financial 
Ratios 
Acceptable involvement on non-permissible 
element under SC (subject to purifying): 
 
 
x 5% benchmark on income based on riba 
x 10% benchmark on income based on 
prohibited element but cannot be 
avoided (umum balwa) 
x 20% benchmark on income from rental 
payment from Shariah non-compliant 
activities 
x 25% benchmark on income from generally 
permissible and have maslahah but 
there are certain activities that may 
affect the Shariah status 
Acceptable involvement on non-
permissible element under DJIM 
(subject to purifying): 
 
x Involvement of the above must 
contribute less than 5%. 
x All the following must be less 
than 33%: 
x Total debt divided by trailing 
12-month average market 
capitalization 
x The sum of a company’s cash 
and interest-bearing securities 
divided by trailing 12-month 
average market capitalization 
x Accounts receivables divided 
by 12-month average market 
capitalization 
   
Additional 
Criteria 
x Public perception towards the company 
x Bring maslahah  (benefit) to the 
community 
 
  
All screening approaches share the same basic criteria because we are referencing to the same source. The 
level of acceptance is, however, different according to environment, location and school of thought. In 
Table 1, there are additional criteria used by SC, this is due to different races and religion in the country. 
It is too subjective, which requires extensive classification process. Foreign firm usually adopts the 
approach from DJIM compared to SC. As Derigs and Marzban (2008) said that the screen criteria for SC 
is unique to the country whereas DJIM criteria is more acceptable to other foreign institutions. 
Industry classifier is used to categorize the company according to its principal business activity. Some 
well-known benchmarks include Global Industry Classification Standard (GICS®) provided by Morgan 
Stanley Capital International (MSCI) and Standard & Poor (S&P). We also have Standard Industrial 
Classification (SIC) used by United States government and Industry Classification Benchmark (ICB) 
maintained by FTSE International Limited. Recently, IdealRating and Thomson Reuters have cooperated 
to come out with a new classification system called Thomas Reuters Business Classification (TRBC). 
Automated screening is about using industry classifiers such as GICS® or ICB to determine whether a 
company is Shariah-compliant or not. However, Islamic equity screening is not so straightforward where 
the result can be obtained through an automatic screening process (Donia and Marzban, 2010).  There 
were cases as discussed in Donia and Marzban (2010), non-compliant companies could wrongly been 
stamped as compliant based on the industry classification code. 
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One main concern caused by the rapid development of Islamic finance is the lesser Shariah compliant 
referred to as ‘Shariah acceptable’. Entire exercise of screening companies is essentially to arrive at a list 
of companies, which are Shariah – tolerant or Shariah acceptable, rather than Shariah-compliant, which is 
not right (Khatkhatay and Nisar, 2007, Islamic Finance News, 2011). 
5. Business Screen State Model 
The screening process actually takes a long time. The process begins with determining the business 
activity, financial statement review and the process does not end when the company is being awarded with 
the compliant status. It will continue with the purifying process, which is the exercise to channel the non-
compliant revenue to charity. Let us consider solution related to computing technology. The whole 
screening process cannot be done automatically. At certain point, human judgments are needed to decide 
on some issue (Donia and Marzban, 2010). Donia and Marzban (2010) provide an Islamic equity 
framework to combine the manual and computerized system to ease the screening process. Computing 
technology solution is meant for assisting in proper data management as well as to assist in decision-
making. The usage of technology is important because of the size of data. The storage and processing 
power needs to be taken into account. The data complexities suggest the possibilities to embed human 
intelligence into the system to help in decision-making process. 
 
 
 
 
 
 
 
 
 
 
  
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2. Business Screen State Model 
 
Business screen
Screening Activities
Financial screen
Ix : Input business ID   Tx : Type of business 
Ax : Business activity   x! : return after completion  
y! : repeat until finish   z! : go to next level 
     
: Repeat  
 
 
: move to next state after all test components have been tested 
IX TX AX 
y! y! y! 
z! z! 
x! x! 
begin 
If AX = 0, update NC counter 
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A part of current practice on business screen has been done automatically by adopting the 
classification system such as GIS® or ICB. The problem is that, it can fit only one classification code to 
put the company in. Figure 2 illustrate the proposed business screen in a form of state model. The model 
allows the business entity to be assigned multiple classification code. The model will store the business 
identification (ID) and type of business. A repetition during type of business identification is necessary as 
company may have multiple core business. The loop is terminated when all related business activities 
have been screened. Then it will continually check the business activities of a particular subsidiary. The 
repetition will be continued until all business activities have been checked. The challenge is that we need 
to design a classification system such that it can do self-learning to identify the type of business and 
activities that is compliant when given specific test cases to be learned. The outcome of the model will be 
used for further screening – the financial screening.  
 
Case Study: 
 
Case study as shown in Figure 3 is created to illustrate how the screening process is carried out using the 
business screening state model. Table 3 is derived from the market categories from SC and the 
classification code is adopted from Suruhanjaya Syarikat Malaysia classification. The company will be 
given an input ID. The next step is to identify the type of main business. In this case, the company has 
two subsidiaries. Each of them is running different type of business activities. 
 
Table 3 Business categories and activities 
 
Code Categories Activities 
01 Consumer Products 32400 Games and toys 
46419 Textile and clothing  
32300 Sports goods 
11030 Malt liquors and malt 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3. Case study of Ain Holdings Ltd 
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The experiment yields the following results: 
 
 
I1= 00001; T1= 01, A1= 32400, C = positive 
I1= 00001; T1= 01, A2= 46419, C = positive 
I1= 00001; T1= 01, A3= 46419, C = positive 
 
I1= 00001; T2= 01, A1= 32300, C = positive 
 
Figure 4. Results for Ain Holdings Ltd 
 
In this case, the result in Figure 4 shows that all the business activities are considered compliant. If exist, 
such activities that is non-compliant as in Figure 5, than the financial screening need to report the ratio so 
that it remains in the acceptable rate otherwise the company will be declared non-compliant company 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5. Case study of A Holdings Ltd 
 
The experiment yields the following results: 
 
 
I1= 00001; T1= 01, A1= 32400, C = positive 
I1= 00001; T1= 01, A2= 46419, C = positive 
I1= 00001; T1= 01, A3= 46419, C = positive 
 
I1= 00001; T2= 01, A1= 11030, C = negative 
 
Figure 6. Results for A Holdings Ltd 
6. Discussion 
Usually screening for Shariah compliant stock is a package, which consists of Shariah compliance 
status and portfolio optimization. An automated Shariah screening may lead to a wrong decision of 
Shariah compliant status. From business screening point of view, companies might involve with more 
than one core business. It subsidiaries may conduct different core business than its parent company. The 
principal activity of the company is considered compliant, but its subsidiaries show otherwise (Sengupta, 
Hafiz Ltd 
Kanda Ltd 
B Ltd 
C Ltd 
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2012; Donia and Marzban, 2008b). In this scenario, we need to do manual human resource to do the 
screening. One of the ways to do business screening is by using business industry classification but it is 
not adequate. Manual work is still needed to check social responsibility report, surveys on public 
perception and others. From financial screen point of view, the evaluation is based on the financial 
statement and the market value. There are many approaches to prepare the report, yielding different type 
of information. Some of the report did not clearly segregate the income from riba making it difficult to do 
the screening. It needs a careful calculation because it is sinful earning and subject to purification at the 
end of the day. Computerized system together with in-depth manual research has been suggested to do the 
screening (Donia and Marzban, 2008b). The computerized system can be refined further by embedding an 
intelligent model to mimic the human capabilities to assist the decision making process by Shariah 
scholar. 
Derigs and Marzban (2008) pointed out that different guidelines may result in different classification 
of companies into halal and haram. They also claimed that mathematical formalism may not be fully 
account for subtle and interpretation of the Islamic sources. Rahman et al. (2010) studies the criteria for 
screening norms of Bursa Malaysia formerly known as Kuala Lumpur Stock Exchange and Dow Jones 
Islamic Market Index and report the inconsistencies of the rules used by both indices. However, it should 
not be considered as revealing the weaknesses of the Muslim community but it is unique to the particular 
region. For example, Malaysia is an Islamic country and cannot be directly compared to non-Muslim 
country. This however may contribute to insecurity and distrust of Islamic investor into financial products 
like funds and thereby hinders the further development of the Islamic equity area and the attraction of 
larger investment. On top of that, Donia and Marzban (Islamic Finance News, 2011) suggest the 
development of a unified and standardized screening framework which takes into account the different 
existing Shariah guidelines and allows a controlled and understandable classification will certainly enrich 
the credibility and consistency of Islamic equity products.  
Shariah compliant investment is somehow similar to socially responsible investment since their main 
goals are similar and both are screened (Jouaber-Snoussi, 2012). For foreign investors, they cannot rely 
on the list provided by Dow Jones Islamic Index, FTSE, S&P or MCSI as the list is small compared to the 
total number of available stocks. That is why they hired a consultant or fund manager to expand the 
number of investable stocks. That consultant will carry out the screening process and select the best stock 
to be included in the portfolio (Popotte, 2010). 
In Malaysia, we have different situation where we have a special body in SC to deal with the 
compliant issues. They will produce the list of Shariah compliant stocks and the list is updated twice a 
year. SC applied a unique requirement for compliance. The characteristic is unique to Malaysia as said by 
Derigs and Marzban (2008). For Malaysian, if they want to invest outside of the country, they need to 
apply strategic screening since foreign criteria is more loose compared to Malaysia because they are not a 
Muslim country. As such, they were not practicing the Islamic banking system, which of course will 
heavily involve with riba-based system. 
7. Conclusions 
Islamic economics was accepted in the early part of the twentieth century as a remedy to socialism 
and capitalism (Siddiqi, 2006). Modern investment pays attention not only on maximizing profit but also 
at ethical investment, which emphasize on green investment as well as having some weights on social 
responsibility. In Malaysia, almost all the bank offers Islamic banking, therefore free from riba, but 
conventional finance still offers some other options, which remains its own fans. We believed there is a 
room for improvement in the existing screening technique as well as to preserve the human intelligence, 
as one of the contributions to the Muslim community. The current practice is to adopt the business 
industry classification but it is not adequate. Automatic screening is not a match when the characteristics 
were too subjective. There is a need to have a proper intelligent rule to come out with correct compliant 
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status. Therefore we need to find as many intelligent approaches to encourage Shariah-compliant business 
by changing the way businesses is conducted. We hope that business screen state model can contribute to 
strengthen the Shariah screening process. The screening process is not only to determine the compliant 
activities and halal revenue but the part that is not compliant must be taken out from the company and 
channel to the charity. Not only screening to be in the stock market, but screening to be compliant with 
Shariah all the time. 
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